
"[W]e live in a globalized environment and in a country which has enormous fiscal 
and  external deficits. So you have to figure out some way - which I have not done I 

might add - to protect yourself if we should have a real currency problem here.  
I’m not saying what the odds are. I have no idea. 

 Maybe the odds are very low, but that is one concern." 
- Robert Rubin, former Secretary of the Treasury – interview 10/10/06 

 
Has gold market volatility changed the fundamental reasons for 

physical gold ownership? 
 
Volatility in the gold market is here to stay.  Thus far in 2006 gold has been as low 
as $525 and as high as $725, sometimes changing $50 or more in a single week.  
Friday, October 13th’s price rise of $12 marks the 50th day this year that gold has 
moved more than $10 in a single day in either direction.   By comparison, only nine 
days in all of 2005 showed moves of more than $10, and all nine occurred in the last 
three months of the year.  This essay offers one possible explanation for this erratic 
price movement related to the rapid growth of hedge funds and their investment 
tactics, and also speaks to the mounting systemic risk if these practices continue to 
proliferate.    
 
“There are more than 8000 hedge funds in the US with $US 1.2 trillion in assets, 
more than double the figure five years ago, according to Hedge Fund Research.”1  
Despite what their name implies, hedge funds typically concentrate assets into a 
couple of asset classes, rather than actually “hedging” risk by diversifying exposure. 
Certain funds have, for example, made very large one-way bets on a rising price of 
gold.  The sheer size of the assets managed by these funds can literally move 
markets farther than they should have gone as capital flows in, and reverse them 
more decisively than they otherwise would have as investment pulls out.  This 
unprecedented concentration of capital has resulted in a market phenomenon that 
some informally refer to as a rolling bubble.  
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To the left three-year graphs are 
displayed for Gold, Crude Oil and Natural 
Gas.  All three show clear periods of 
exaggerated up and down trends.  Often 
the up-trend, as is the case with oil, is 
more gradual, which can be attributed to 
capital steadily entering a market over a 
longer period of time.  The downward 
moves, on the other hand, tend to 
happen much more rapidly, as hedge 
funds across the spectrum rapidly unwind
massive positions that the market cannot
absorb.   
 
Financial news has been dominated in 
recent weeks by the story of Amaranth 
Advisors, a hedge fund that lost $6.5 
billion in a single week making massive 
wrong way bets on natural gas.  Hedge 
funds like Amaranth, since 2001, had 
pumped an estimated $100 billion into 
commodities, contributing greatly to how 
far, and how fast, that market 
appreciated.  This year, in the months of 
August and September, however, more 
than $12 billion exited this market, as 
Amaranth and others unwound losing 
positions and re-routed funds.  All 
commodities suffered, including gold, as 
the natural market could not absorb the 
massive exodus of capital.  All in all, a 
temporary, or rolling bubble, had come 
and passed. 
 
So where did the money go?  A look to 
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